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Current floating exchange KEY ECONOMIC INDICATORS 
rate: $1.00 = ¥300.00 "°° © © © © © 5 
(November 29, 1974) 3 Change: 
A : C/Same 
Item Unit CY 1972 CY 1974 Period Bt 


I. INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices $ Bil. 299.5 457.6F 
GNP at 1965 Prices ai 216.4 239.5F 
Per Capita GNP at 1965 Prices $ 2,031 2,185F 
Index of Ind. Prod. (average) 1970=100 110.1 127.5F 
Gross Domestic Investment $ Bil. 109.5 179.2F 
Private Sector He 80.9 139.6F 
Pvt. Plant & Equip. Invest. 53.2 : 85.3F 
Domestic Invest. as % Curr. GNP 36.6 : 39.2F 
Population (as of October 1) 107.3 109.9a 
Labor Force (avg. annual) 51.8 . 53.2b 
Avg. Unemployment Rete ’ 1.4 1l.4c 
Labor Productivity Index 

(manuf. average) 1970=100 116.0 9 143.1¢ 
Avg. Ind. Wage Index (manuf.) . 131.7 1 185.2c 
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II. MONEY AND PRICES, end of year 

Money Supply, end of year 112.1 130.8d 
Public Debt Outstanding 34.5 37.6 35.6¢e 
Domestic 34.4 376 35.5e 
BOJ Com'l Discount Rate 4.25 9.00 9.00f 
Call Rate (uncon.) $.125 11.50 13.50¢ 

Com'l Bk Loan Rate 
(avg. all banks Dec.) 6.724 7.929 9.293h 
Consumer Pri. Index (avg. annual) 1970=100 110.9 123.9 182.24 
Wholesale Pri. Index (avg. annual) $8 100.0 115.9 1523.21 
Export Pri. Index (avg. annual) ” 97.8 106.6 141.4i 


III. PRODUCTION OF MAJOR COMMODITIES 
Rice Mil M Tons 11.9 12,2 12.33 
Crude Steel Pe 96.9 119.3 78.8k 
Passenger Cars Thou Units 4,022 4471 2,426k 
Synthetic Fabrics Mil Sq. titrs 2,718 2,922 1,768k 


IV. BALANCE OF PAYMENTS AND TRADE ' 
Gold & for. Ex. Res., end of yr. $ Mil. 18,365 12,24€ 13,738m 
Balance of Payments (surplus +) ig + 4,741 -10,074 - 7,443n 
Total Exports (f.o.b.) 28,032 36,264  43,645n 
Exports to U.S. (f.0.b.) 8,848 9,449 10,374n 
Total Imports (f.o0.b.) 19,061 32,576 43,842n 
Imports from U.S. (c.i.f.) 5,852 9,270 10,411n 
Imports of Crude Oil 3,927 5,999 15,450n 
Imports of Crude Oil Thou KL 249,193 289,699 235,348n 


Main Trade with U.S. (S$ mil., Jan.-Oct. 74): Exports to U.S. (fob)=Textiles 
404; Mach. & Equip. 5,920 (TV & Radio 640, Motor Vehicles and Motorcycles 
2,508, Tape Recorders 268); Iron & Steel Products 1,457; Foodstuffs 209; 
Clothing 151; Chemicals 444; Non-metallic Mineral Products 173. Imports from 
U.S. (cif)=Foodstuffs 2,169; Textile Raw Materials 293; Metal Ore and Scrap 
400; Coal 1,170; Mach. & Equip. 2,051; Chemicals 857; Soybeans 638; Lumber 
916; Aircraft 406; Office Machinery 254. 
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SUMMARY 


The Japanese economy is in transition. After over twenty 
years of miraculous economic growth, during which real GNP rose 
at annual rates of up to 15%, Japan now finds itself in the 
midst of the longest and most severe business slump in its post- 
war history, brought on by government efforts to deal with 
rampant inflation and exacerbated by the continuing effects of 
high oil prices. It is not clear whether the bottom of the 
current recession has yet been reached; neither is it clear 
whether continuation of the government's demand-restraint 
policies at the present degree of severity will succeed in meeting 
the target of reducing inflation to a 15% increase in the consumer 
price index by the end of the current fiscal year (March 31, 1975). 
However, it is now widely accepted in both private and govern- 
ment circles that Japan's days of phenomenal expansion are over. 
Growth, when it resumes, will be at more moderate rates than in 
the past and will be accompanied over time by a gradual re- 
structuring of Japanese industry into areas of higher technology 
and lower fuel consumption. 


The implications of this picture for the United States are 
mixed. Despite the current recession, prospects for U.S. agri- 
cultural sales remain strong. Inflation has improved the com- 
petitiveness of several items of industrial equipment as well as 
consumer goods; future growth and industrial restructuring hold 
out the prospect of increased U.S. sales to Japan, especially in 
high-technology areas. Opportunities can also be anticipated for 
an expansion of investment in both directions. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Inflation 


As 1974 draws to a close, inflation remains the number 
one economic concern in Japan despite the country's deepest 
and longest post-war recession. The inflationary pressures 
of an over-heated economy which developed throughout 1973 
pushed price increases to record rates. By March 1974 the 
consumer price index had reached a level 24% above that of a 
year earlier, while the wholesale price index had risen 35.4% 
over the same period. Government policies to restrain 
demand (principally restrictions on credit availability) 
began to show results after March 1974, and price increases 
in the subsequent six months have been more moderate--at 
annual rates of 16.8% and 10% for the consumer and wholesale 
price indexes, respectively. 


While the pressures of excess demand have been con- 
siderably abated, serious cost-push factors continue stubbornly 
to resist efforts to bring the rate of inflation down further. 
A notable contributor has been wages. Workers won record wage 
hikes averaging 32.9% in the annual wage negotiations last 


spring, which followed an average boost of 21.8% in 1973. 


Notes: 


Conversion rates used: National Income - CY 1972-¥302.80; CY 1973-¥271.31; 
CY 1974-¥291.94; money supply and puLlic debt - at ¥308 even though exchange 
rate was floating in 1973 and 1974. 

* - Percent change based on yen values to avoid influence of exchange rate 
movements, except balance of peyments figures which are conventionally 
presented in dollars. 

Forecasts Effective December 3 

September 1 estimate End of October 

End of September i Average lst 10 months 

Average lst 8 months j October estimate for year 

September balance Cumulative lst 8 months 

August balance End of November 

as of December 10 Cumulative lst 10 months 
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The possibility that organized labor will press for comparable 
increases in 1975 to offset inflation as well as provide some 
real increase in wages, thus setting off a further cost-price 
spiral, poses a serious threat to the success of long-range 
efforts to bring inflation under control. The government's 
immediate target is to hold the consumer price index to a 
maximum increase of 15% in the current fiscal year ending 
March 31, 1975, and then to keep the subsequent round of wage 
increases from going much beyond that figure. 


The difficulties of this course of action are many. The 
government found it necessary, for example, to grant certain 
hard-strapped enterprises some relief in the form of increases 
in the regulated price of rice, electric power rates, national 
rail fares and medical treatment costs. These increases, 
some of which had already been delayed for several months, 
took effect in October, boosting the consumers price index 
nearly two percent for that month alone. 


The government has indicated that it will continue a 
tight money policy at least through next March (while hinting 
that it might ease up thereafter if price increases are within 
an acceptable range at that time), and it is preparing a 
national budget which endeavors to avoid new outlays and to 
maintain fiscal squeeze as much as possible through fiscal 
year 1975 (April 1975-March 1976). 


The achievement of the government's immediate target is 
still very much in doubt. Consumer price increases are running 
ahead of schedule, and the Economic Planning Agency has 
estimated that they will overshoot the 15% target for March 
1975 unless new restrictive measures are taken. At the same 
time, labor spokesmen claim that inflation has already eaten 
up the last round of wage increases and that there will be 
more "catching up" to do in the spring of 1975. 


Recession 


The government's anti-inflation measures initiated in 
April 1973 had little apparent effect during that year. A 
reduction in business liquidity was taking place, however, 
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and in 1974, under the additional impact of the oil crisis, 
Japan found itself in the most severe business slump of its 
post-war history. Real GNP, which increased consistently 
for over 20 years at annual rates ranging up to 15%, will 
show a decline for the first time in 1974, probably of 3% 
or more, from 1973. A sharp decline of 4.7% in the first 
quarter was followed by virtual stagnation in the second 
and third quarters (an increase of 0.6% and a decline of 
0.2% respectively) and no clear signs of an upturn have yet 
appeared. (The most recently published analysis by the 
Economic Planning Agency showed coincident indicators of 
the Japanese business cycle consistently turning downward 
in September for the second straight month--the first time 
this has occurred since 1957.) 


Both private consumption and business investment in 
machinery and equipment, which together make up 70% of 
Japan's GNP, have been declining in real terms. Consumer 
spending (52% of GNP) declined 6.6% in real terms in the 
first six months (seasonally adjusted) and has remained 
largely stagnant since. An expected consumers’ buying surge 
following the spring pay hike did not materialize. Business 
investment in machinery and equipment (18% of GNP) is ex- 
pected to decline in real terms by as much as 8% in fiscal 
year 1974 (April 1974 through March 1975) from fiscal year 
1973, according to several private surveys. Apparently 
corporations are becoming increasingly convinced that the 
government will continue its tight money policies for some 
time and that demand for their products will not resume as 
soon as they had earlier anticipated. 


Corporate profits continued to decline for the second 
consecutive six-month period in April - September 1974, 
falling 6.1% and 8.4% before and after taxes, respectively, 
from the period October 1973 - March 1974. Corporate sales 
showed a nominal increase of 12.9% for the six month period 
ending in September, but the rise was almost entirely offset 
by price increases. The ratio of corporate liquidity to 
corporate sales for the six-month period hit an all-time low 
of 0.96. Bankruptcies are occurring at a record rate in 
1974; more than 10,500 businesses failed during the first 
eleven months and the figure is expected to reach an all- 
time high of 11,500 by the end of the year. Liabilities of 
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bankrupt firms reached ¥ 1.48 trillion, a figure (swollen by 
inflation) almost twice the previous record year of 1968. 


Industrial production has declined steadily in 1974, 
with the third quarter level some 7.5% below the fourth 
quarter of 1973. Textiles, non-ferrous metals and 
miscellaneous manufacturing (plastics, rubber products, 
leather, metal furniture, etc.) were hardest hit by the 
decline. Lesser reductions took place in iron and steel, 
electrical machinery, automobiles, chemicals, petroleum and 
coal products, and manufactured foodstuffs. On the other 
hand, contrary to the trend, increases were recorded in 
agricultural machinery, office machinery, electronic computers, 
electric measuring instruments, chemical fertilizers and 
petrochemicals. A decline in factory shipments more rapid 
than in manufacturing (9% against 7.5% for nine months) has 
led to a 34.7% increase in manufacturers’ inventories over 
the nine-month period, and the ratio of inventory to shipments 
has reached an all-time high. 


Construction has been caught in a cost/credit squeeze; 
government contracts are down and direct government controls 
have cut commercial building. Consequently, new construction 
starts have been running from 20% to 50% below last year. 


As production has declined, companies have been facing 
the challenge of cutting costs without violating Japan's 
tradition of lifetime employment for permanent employees and 
a strong aversion to large-scale lay-offs, even of temporary 
workers. In August, when many employees had their summer 
vacations "extended" on partial or even full pay in some 
instances, labor productivity stagnated at a level some 3.3% 
below that of August 1973, compared with annual gains 
averaging 11.9% in recent years. Urged by the Ministry of 
Labor to keep layoffs to a minimum, firms have trimmed over- 
time (22.1% below last year, as of September), cut down on 
new hires (down 40%) or, in some of the hardest-hit industries 
such as textiles, negotiated voluntary retirement agreements 
which even extended to some permanent employees. Estimated 
unemployment reached a total of 750,000 persons or 1.4% of 
the work force in October, compared with the rate of 1.0% a 
year earlier, and may well exceed the record (March 1967) 
figure of 1,150,000 unemployed in the first quarter of 1974. 
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Despite complaints from both business and labor about 
the impact of the recession, government spokesmen remain 
firmly committed to a continuation of the present restrictive 
policies, perhaps with some flexibility, at least through 
the spring of 1975. The composition of the new Miki govern- 
ment, with Masayoshi Ohira retained as Finance Minister and 
his predecessor Takeo Fukuda appointed Director General of 
the Economic Planning Agency and Deputy Prime Minister, does 
not indicate any change from this pattern. However, it 
remains to be seen whether the government could continue to 
maintain its economic hard line in the face of mounting 
political pressure if the recession should deepen and un- 
employment rise to unacceptable levels. 


Transition 


The Japanese government's current efforts to bring in- 
flation under control without deepening the current recession 
unnecessarily are taking place against a background of in- 
creased discussion inside and outside of government about 
the necessity for a longer term transition in the Japanese 
economy as a whole. While the view was already held in some 


business and government circles that continued rapid growth 
at annual rates up to 15% (real GNP) was neither possible 

nor advantageous for Japan in the long run, the oil crisis, 
and the related stagflation, have provided impetus to serious 
consideration of restructuring Japan's industrial sector. 


While "restructuring" has become somewhat of a catchword, 
clearly any movement in that direction will only be taken 
over a long period of time. Indications of government in- 
tentions are contained in two recent documents. One is the 
1974 economic report or "White Paper" released in August by 
the Economic Planning Agency, subtitled "Beyond Economic 
Growth", which called for "balanced" growth in the future at 
more moderate, sustainable rates. The report also expressed 
a need for more attention to quality of life and the environ- 
ment and recommended greater participation by the public 
sector in restructuring industry where necessary to take these 
factors into account. 


The other was the report issued by MITI in the form of 
recommendations by the Industrial Structure Council, an 
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advisory body to the Minister of International Trade and 
Industry, which outlined a ten-year program of industrial 
re-structuring into areas of higher technology and growth 
at more moderate rates than in the past, after a transition 


period expected to extend through 1976 to remove inflationary 
imbalances from the economy. 


Trade and Payments 


Japan's exports have been a bright spot in the first 
ten months of 1974, increasing 52.44 over the first ten 
months of 1973 for a total of $43.6045 billion (f.0.b.). 
Imports rose 69.5% over the same period, from $25.859 
billion to $43.842 billion (f.0.b.), for a modest ten-month 
trade deficit of $197 million. Nearly $10 billion of the 
increase in imports can be traced to the successive increases 
in the price of crude oil. In recent months, with demand 
still weak (and Japan's oil storage capacity virtually full), 
imports have been declining, and Japan can be expected to 
show a trade surplus (on an IMF basis) for 1974. 


In addition to crude oil (up 237%) and coal (up 93%) 
notable increases were registered in imports of wheat (up 


90%), corn and milo (up 77%), chemicals (up 59%), non- 
ferrous metals (up 54%), raw cotton (up50%) and machinery 
(up 38%). Exports of iron and steel increased by 99%, 
motor vehicles 47.5%, ships 54%, scientific and optical 
equipment (including cameras) 39.6% and textiles 31%. 
Exports of clothing and tape recorders decreased 13% and 
3% respectively. 


Japanese imports from the United States in January- 
October 1974 increased by 39.3% over the same period in 
1973, compared with a 34.6% increase in imports from ad- 
vanced areas as a whole, while exports to the U.S. rose 
35.7% compared with 39.8% to advanced areas. For January- 
October 1974, U.S. figures show a bilateral trade deficit 


with Japan amounting to $1.3986 billion; the January-October 
1973 deficit was $1.276 billion 


The geographic structure of Japan's trade shifted 
somewhat in 1974 from the industrialized countries to the 
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developing areas. The trend was most pronounced in imports, 
where the share supplied by industrialized countries fell 
from 52% to 41% of Japan's total imports, while the de- 
veloping areas' share, buoyed by crude oil from the Middle 
East, rose from 42% to 54% of the total. To a lesser extent 
the same trend is present in exports: the share of Japan's 
exports to industrialized countries declined from 53% to 
487%, while the share to developing areas rose from 42% to 
45%. The United States' share of Japan's exports fell from 
26% to 23%, and of imports 25% to 20% of the total. 


Japan's overall balance of payments showed a $7.4 
billion deficit for the first ten months of 1974, compared 
with a $7.18 billion deficit for January-October 1973. It 
included, in addition to a small trade deficit, a $4.9 
billion deficit in the services account and net exports of 
long-term capital amounting to $3.1 billion. The overall 
balance showed surpluses in September and October and the 
deficit has been declining. It has been financed almost 
entirely by short term bank borrowing abroad, amounting to 
$8.8 billion, which has also been used to increase official 
reserves by some $1.2 billion during the ten-month period. 
The yen is floating and in November it appeared to have 
stabilized around 300 to the dollar. 


IMPLICATIONS FOR THE UNITED STATES 


Exports 


The combination of inflation, recession and long-term 
transition in the Japanese economy presents a mixed picture 
for American exporters. While imports of some goods may 
lag during the recession, substantial opportunities currently 
exist for U.S. exports in several areas. 


Japan continues to purchase a wide range of agricultural 
commodities, with the United States the most important 
supplier. In the six months ending in September 1974, U.S. 
exports to Japan amounted to $1.5 billion, up 10% from last 
year. Higher prices were responsible for the increases in 
most commodities; only cotton of the major items showed an 
increase in quantity. U.S. agricultural shipments to Japan 
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during the next six months are expected to continue at about 
the same level on a value basis, although quantities will 
probably be reduced by increased competition, as well as 
weakening of demand for cotton, feedgrains and soybeans. 


Several recent successful sales promotions in Japan have 
demonstrated a market for U.S. capital and consumer goods 
despite the current recession. These have included shows of 
food products, hardware and decorative products; automotive 
parts, biomedical, laser/electro-optical, micrographic, metal 
finishing, fluid power and commercial refrigeration equipment. 


The current inflation in Japan has improved the com- 
petitive position of imported parts and equipment to the 
point where some Japanese manufacturers have turned to foreign 
sources; this has occurred in power generation equipment, 
process control instruments, marine equipment, automotive 
parts and equipment, numerical control machine tools, auto- 
matic assembly lines and mechanical handling equipment, and 
building systems, materials and hardware. Japanese firms 
are also using an increasing proportion of foreign equipment 
in plants they are constructing overseas. 


A gradual resumption of economic expansion in Japan (and 
estimates of timing vary from early spring to the middle and 
late summer of 1975) will bring increased opportunities for 
sales of both capital and consumer goods. A shift into 
"knowledge-intensive,'"' higher technology industries will 
bring a need for new quantities of high-technology production 
and research equipment, pollution-control devices and labor- 
saving machinery, and should at the same time open the way 
for U.S. exports of lower-technology products in which American 
producers benefit from economies of scale. In any event, 
Japanese buyers will be looking for suppliers who are willing 
to make mdfulfill long-term commitments both for sales and 
appropriate after-service. 


Investment 
With the increased confidence of its businessmen and 


leaders, Japan in 1967 began systematically to ease restrictions 
on foreign capital investment. A schedule for liberalization, 
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except for five indefinitely-postponed sectors (agriculture, 
forestry and fishing; mining; petroleum and petroleum 
products; leather and leather products, and retailing) was 
adopted on May 1, 1973 and liberalization has proceeded 
since that time according to the schedule. The latest 
liberalization, that of integrated circuits on December l, 
1974, has already begun a series of changes in that industry, 
with U.S. and other foreign firms ending joint ventures with 
Japanese firms, switching from sales to local production, 

or establishing new 100% foreign-owned corporations, etc. 
The trend is expected to continue. 


On May 1, 1975, full investment liberalization in an 
additional eleven industries is scheduled to take place, 
providing new opportunities for further U.S. investment in 
Japan. The eleven are: Manufacture of meat products; 
tomato processing; feed manufacture; manufacture of pro- 
cessed foods for restaurants; manufacture and wholesaling 
of men's, women's and children's outer wear and knit 
products; manufacture of pharmaceuticals and agricultural 
chemicals including medicines; manufacture of ferroalloys; 
manufacture of hydraulic equipment; electronic precision 


instruments (for medical and measuring use only); record 
manufacturing; and real estate. This liberalization will 
leave only four sectors still restricted to 50% foreign 
ownership in addition to the five mentioned above. 


MITI expects Japan's investment abroad to quadruple 
(from $10.27 billion to $45 billion) by 1980 and increase 
nine times (to $93.5 billion) by 1985. Much of this invest- 
ment will of course be directed to the developing countries, 
in arrangements designed to obtain secure supplies of raw 
materials, semi-manufactures, and lower technology products. 
However, Japanese investment in the United States already 
stands at $2 billion, or 20% of Japan's total overseas 
investment, and this amount can be expected to increase 
substantially in the coming years. 
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CONSUMER & WHOLESALE PRICE INDICES: US & JAPAN 
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Source: Ministry of Finance & Bank of Japan. 








1971 edition Statistical Classification of Domestic and 


i Foreign Commodities Exported from the United States 


Numerous improvements over the 1965 Sched- 
ule B are included in this new issue by the 
addition, deletion, and revision of headnotes, 
directives, and inclusion item listings, and by the 
rewording of commodity descriptions. These 
changes facilitate the use of Schedule B, largely 
through clarification of the coverage of indi- 
vidual Schedule B numbers...however, the basic 
Outline and arrangement of the 1971 Schedule is 
the same used in the 1965 edition. The new ‘71 
edition also contains revised procedures for 
reporting quantities on the Shipper’s Export 
Declarations for those Schedule B numbers 
requiring the quantity to be shown in two units. 


Another innovation in the 1971 Schedule B is an 
updated and improved alphabetical commodity 
index expanded to cover a larger number of 
individual items. Also, the basic format of the 
index is revised to show the first five digits of 
the seven digit commodity number for each 
VA indexed item, rather than showing a page num- 


ber for each indexed item. 


— 


The Bureau of the Census You may order your 1971 edition of Schedule B 


from the Superintendent of Documents, U.S. 
Offers. ae Government Printing Office, Washington, D.C., 
20402 (fill out order form below); from the 
a new and impeoved edition of Schedule B, locai Collector of Customs; or from any U.S. 


Statistical Classification of Domestic and For- Department of Commerce District Office. 

eign Commodities Exported from the United 528 pp. $23.00 ($5.75 additional for foreign 
States. Shown in this 1971 edition are current mailing). This price includes supplemental 
Schedule B commodity classification code num- changes issued irregularly for an indefinite 
bers required on Shipper’s Export Declarations. period. 


U.S. DEPARTMENT OF COMMERCE ¢ Social and Economic Statistics Administration e BUREAU OF THE CENSUS 


(please detach along this dotted line) 


ORDER FORM | enclose $ (check, money order, or Supt. of Documents 
Please send me ___ copy(ies) of 1971 edition coupons) or charge to my Deposit Account No. 


Total Amount $ 
Schedule B, Statistical Classification of Domestic and 
Foreign Commodities Exported from the United MAIL ORDER FORM 
States. (528 pp) @ $23.00 WITH PAYMENT TO FOR USE OF SUPT. DOCS. 


Name Superintendent of Documents To be mailed 
U.S. Government Printing Office a 
Address Washington, D.C. 20402 Refund................... 


Coupon refund..... 


or any U.S. Department of Postage 


ity State Commerce district office 


MAKE CHECK OR MONEY ORDER PAYABLE TO SUPERINTENDENT OF DOCUMENTS 
To Insure Prompt, Accurate Shipment, Place Correct Address on Mailing Label Below 


(please type or print) 


Se ieee y > a POSTAGE AND FEES 
Washington, D.C. 02 PAID 
Name U.S. GOVERNMENT 
OFFICIAL BUSINESS PRINTING OFFICE * 
— OO  ————————eEeE 375 
Schedule B—1971 Edition Special Fourth Cless Rate 
City, State, and ZIP Code Book 











